Equipment Services Fund
Deficit Reduction Plan (Update)
January 17, 2003

Description of the Fund:

The Equipment Services Fund (ESF) is used to account for the ownership and
operation of a fleet of motorized equipment and vehicles. The fund operates as a
rental agent to various departments to support the construction and maintenance
of City infrastructure, fire protection services and police services.

Background on Current Financial Condition:

The ESF is in an overall negative financial condition. Revenue has not been
adequate to cover expenditures since 1997, with the exception of 2001. The
retained earnings deficit in the fund as of 12-31-01 was $3.7 million. Retained
earnings represent the cumulative annual results of revenues and expenses in
the fund. In addition, the cash deficit in the ESF as of 12-31-01 was $8.6 million.

Deficit Reduction Plan (Update):

During 2001, the Public Works and Finance Departments prepared and
submitted to City Council a financial workout plan to improve the financial
condition of the ESF. The plan made four recommendations:

1. Convert existing outstanding variable rate debt to fixed rate and
structure long-term debt to allow for a debt service schedule that fits
within estimated cash flows. During 2001, the City retired $20.1
million in variable rate debt and replaced it with 5% fixed rate
debt. In addition, future debt service will be structured to fit
within estimated future cash flows.

2. ldentify annual funding level and financing method for future
equipment/fleet purchases. The original workout plan
recommended baseline equipment purchases of $6 million in
2001, with cumulative $100k increases to the base in each
successive year. The only exception was from 2005 to 2006,
which recommended a $600k increase to the base. Subsequent
adopted annual budgets have included these increases.

3. Transfer available General Fund reserves (potential annual reserves
in excess of the 10 percent General Fund requirement) to the
Equipment Services Fund. During 2001, $5.2 million was
transferred to the ESF from the General Fund.

4. Commit to raising annual revenue needed to cover the full cost of
providing equipment services. The original workout plan
programmed in $20.4 million in revenue increases from 2002-
2012. Subsequent adopted annual budgets have included these
increases.



Comparison to Original Plan:

Two important indicators of the financial health of this fund are retained earnings
and cash. Table One provides a plan to actual comparison of retained earnings.

Table One
Equipment Services Fund
Retained Earnings Comparison (Plan to Actual/Updated)
Year Original Plan- Actual/Updated | Difference
Corrected

2001 | (5,165,754) (3,700,917) 1,464,837
2002 | (7,598,603) (3,280,533) 4,318,070
2003 | (8,802,634) (1,895,655) 6,906,979
2004 | (7,819,968) 1,275,439 9,095,407
2005 | (5,080,828) 3,641,289 8,722,117
2006 | (754,228) 4,823,461 5,577,689
2007 | 4,352,360 6,272,894 1,920,534
2008 | 6,737,925 7,176,791 438,866

The original workout plan was corrected because it erroneously treated bond
proceeds as a non-operating revenue, similar to the budgetary treatment of bond
proceeds. The updated workout plan treats bond proceeds as an increase to
cash and eliminates it as a revenue-producing amount. This treatment is
consistent with Generally Accepted Accounting Principles. Aside from the bond
proceeds reclassification, the fund has outperformed the workout plan by $1.5
million. The majority of this can be attributed to greater than expected demand
for heavy equipment and operators because of the Heritage Park and LRT
projects. If the ESF continues to operate at its current trajectory, it will see
positive retained earnings three years earlier than projected in the original plan.

Table Two provides a plan to actual comparison of cash.

Table Two
Equipment Services Fund

Cash Balance Comparison (Plan to Actual/Updated)
Year | Original Plan Actual/Updated | Difference
2001 | (11,201,390) (8,558,302) 2,643,088
2002 | (9,337,119 (4,019,846) 5,317,273
2003 | (7,435,903) 539,245 7,975,148
2004 | (4,426,599) 4,830,210 9,256,809
2005 | (925,822) 7,386,522 8,312,344
2006 | 3,014,299 7,858,853 4,844,554
2007 | 7,224,800 8,135,163 910,363
2008 | 11,287,471 10,391,972 (895,499)

The positive difference in the current plan when compared to the original can
also be attributed to the increased demand for heavy equipment and operators



because of the Heritage Park and LRT projects. Similar to retained earnings, the
fund is projected to have a positive cash balance three years earlier than
projected in the original plan.

During 2001, the Radio Shop was moved out of the ESF and into the Property
Services fund. This relieved the ESF of future debt service costs of $350k
annually. The future debt service payments were also reconfigured to match the
useful lives of the assets being purchased. For example, a 15-year bond will be
sold for a fire truck that has a 15-year useful life.

Future Action Items:

During 2003, a new rate model will be implemented that will more effectively
match actual fleet operating and overhead costs with the class of equipment.
This will result in more accurate rates per class of equipment but will have
minimal effect on total revenues or expenses in the fund. In addition, it is
expected the ESF will change its future equipment purchasing levels to
accommodate the Fire Chiefs five-year apparatus plan. This will result in
different annual equipment purchases and debt service but will have little overall
effect on the fund. The deficit reduction plan format will be changed in 2003 to
more closely resemble GASB 34 compliant financial statements.

Annual Reporting to the City Council on Progress:

The Finance Department will report annually to the City Council, at year-end, with
a status update and any needed changes to this deficit reduction plan for the
Equipment Services Fund. In addition, the Finance Department will provide
updates to the Ways and Means Committee during its’ City-wide quarterly
financial status report.
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